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REPORT OF THE DIRECTORS 

OF 

The Cincinnati and Suburban Bell Telephone Co. 
For the Year 1942 


Cincinnati, Ohio, February 11, 1943. 
To the Shareholders: 

The year 1942 was one of the most difficult that the 
Telephone Company has ever experienced. There was a 
continued expanding demand for both local and long 
distance service with growing difficulty in getting ad¬ 
ditional telephone plant. Since the middle of the year 
we have been allowed only enough material to take 
care of maintenance and repairs to the existing plant. 
Recently installed telephones and private branch ex¬ 
changes were from equipment which had been installed 
before but later removed and reconditioned. It has 
been necessary also to reuse desk stand type telephones 
which had been placed in reserve for possible emer¬ 
gency use. New installations are subject to certain 
U. S. Government orders which preclude granting all 
the services desired by our customers as in the past. 
These restrictions are, of course, necessary as the ma¬ 
terial needed for telephone plant is to a large extent 
the same as the material used for military purposes. 
Fortunately, we had constructed telephone plant to 
take care of a reasonable expected growth both in local 
and long distance service and by using up this reserve 
we have been able to supply most of the essential re¬ 
quirements up to the end of 1942. 

Telephones in Sertnce 

For the year there was a growth of 11,724 tele¬ 
phones bringing the number of telephones in service 
as of the end of 1942 up to 225,008. This is a gain of 
76.998 stations from the low point in the depression 
and a gain of 37,684 above the high point, reached in 
May, 1930, before the depression losses started. 

Revenues, Expenses and Earnings 

Telephone operating revenues for the year 1942 
were $12,668,823, an increase of 6.3 per cent over 
1941. Telephone operating expenses excluding taxes 
were $6,812,374, an increase of 5.6 per cent. Taxes 










amounted to $3,425,611, an increase of 26.2%. The net 
income available for dividends was $2,315,013 and 
dividends amounting to $2,387,506 were paid. Due to 
the increased taxes, the Board of Directors felt that 
it was necessary to reduce the quarterly dividend, 
which for many years had been $1.12%, to $.85, effec¬ 
tive with the third quarter of 1942. 

While the gross and net income before taxes has 
improved from year to year, taxes have increased 
much more rapidly with the result that the net income 
after taxes has shown successive decreases from year 
to year since 1939. This is shown on the chart 
on the opposite page which shows the total revenues, 
expenses, net income before taxes, net income after 
taxes, and taxes for the years 1939 to 1942, inclusive. 
During this period revenues increased 23%, expenses 
excluding taxes increased 13% and taxes increased 
132%. While a large part of this increase in taxes is 
due to the necessary increase in Federal taxes to fi¬ 
nance the war, the seriousness of the tax situation is 
more clear when we consider that the taxes assessed 
by the State of Ohio were also increased for 1942 over 

1941 and that the Company is still paying to the State 
a poor relief tax based on gross revenue which was 
placed on telephone companies for five years beginning 
in 1932, and which is still being continued. 

Dial Conversion Program 

The installation of dial equipment in the Kirby 
Office, which was mentioned in last year’s annual re¬ 
port, was completed and the office changed over to dial 
operation in June, 1942. With the conversion of the 
Kirby Office, our dial conversion program has been 
postponed for the duration of the war on account of 
the necessity to conserve critical materials. At the end 
of the year 80 per cent of all telephones in the Com¬ 
pany had been converted to dial. 

Shareholders 

At the end of the year there were 5013 shareholders, 
of which number 4296, or approximately 86 per cent, 
were located in the vicinity of Cincinnati. The remain¬ 
ing 14 per cent were located in practically all of the 
states of the United States, and in Hawaii, Canada 
and England. 

Accident Prevention 

A new all-time safety record was established in 

1942 based on the number of personal injury accidents 
occurring on the job. The 1942 general frequency rate 
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TOTAL OPERATING REVENUES. NET INCOME 
AND TAXES 



1939 


1940 


1941 
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of personal accidents showed an improvement of 13 per 
cent over the best previous year, 1939. The automobile 
accident experience continued to show an encouraging 
improvement and also reached a new all-time good 
record. The method of measuring automobile safety 
performance is the number of miles run per “at fault” 
accident. In this connection the telephone company 
driver is rated as being “at fault” unless it can be 
shown that he used more than average care. Miles run 
per “at fault” accident for 1942 were 78,297. The best 
previous record was 65,410 miles per “at fault” ac¬ 
cident. Safe driver certificates were awarded to 96 
per cent of the employees who drive company vehicles, 
as a result of their having completed the year without 
an “at fault” accident. 

Safeguarding the Service 

The extra precautions which were instituted in 1941 
to protect the telephone plant were continued through¬ 
out the year 1942. This included the requirement of 
identification by every person entering our exchange 
buildings, the placing of additional guards and watch¬ 
men where necessary, and the maintaining of emer¬ 
gency power plants in our exchange buildings. In order 
to protect the properties and facilities of the Telephone 
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Company in the event of an air raid during off hours 
it would be necessary to summon to posts of duty a 
force of 350 employees. More than one thousand em¬ 
ployees have volunteered their services for this work. 
Of this group approximately 350 employees have com¬ 
pleted the necessary courses of training and have been 
assigned to specific posts of duty. Many of these jobs 
require that the employee also have complete first aid 
training. To qualify for this work, 658 employees were 
trained in first aid work during 1942, and received Red 
Cross-Telephone Company first aid certificates. In¬ 
cluding employees previously trained, there are 835 
telephone employees trained in first aid. 

Benefit and Pension Plan 

The Plan for Employees’ Pensions, Disability Bene¬ 
fits and Death Benefits, provided without cost to the 
employees, has been in successful operation for twenty- 
nine years. Its influence in attracting and retaining in 
the business a high quality of personnel has proved of 
inestimable value to the efficient and economical opera¬ 
tion of the business. 

Payments under the Plan, except for service pen¬ 
sions, are charged directly to expenses on a “pay-as- 
you-go” basis. In keeping with sound pension prac¬ 
tices, service pensions are provided for in advance on 
an actuarial basis with periodic payments made into 
a Pension Trust Fund from which the Trustee pays 
such pensions. The Trust Fund is irrevocably dedi¬ 
cated to service pension purposes. 

In 1937, seven Bell System Companies increased 
their expenses by additional pension accruals which 
were designed to distribute more evenly over the years 
the provision for future pension costs. The Federal 
Communications Commission has not questioned the 
desirability of paying the additional amounts into the 
Pension Trust Funds in order that they may continue 
to be adequate for the future, but the charging of 
these increases in accruals to expenses has been chal¬ 
lenged as not being in accordance with the established 
System of Accounts. An Order of the Commission 
issued in December 1942 forbids these companies to 
charge the accruals in question to operating expenses 
in 1942 and subsequent years. The Commission later 
issued the same instructions to all Bell System Tele¬ 
phone Companies. 

For the year 1942 the portion of this Company’s 


— 4 — 






pension accruals disallowed by the Federal Commun¬ 
ications Commission as a charge to operating expense 
accounts, amounting to 41% of the total, has been 
charged under protest to income. The long run ability 
of the Company to maintain adequate accruals to the 
Pension Trust Fund obviously depends on whether our 
rates for service to the public will provide sufficient 
total revenue for this purpose. 

Payments to retired employees from the Pension 
Trust Fund during 1942 amounted to $106,164. There 
were 175 retired employees on the service pension 
rolls at the end of the year. The Trustee’s Report of 
the Pension Trust Fund is shown on page 12. 

Other payments made during the year under the 
provisions of the Plan were as follows: 


Sickness Disability Benefits. $51,034 

Accident Disability Benefits 

and Expenses . 3,176 

Death Payments. 23,861 

Disability Pensions. 6,431 

State Insurance. 1,115 


Total.$85,617 


Thrift Plans 

The Company’s payroll allotment plan for the pur¬ 
chase of War Savings Bonds has been continued 
throughout the year. At the present time over 92% of 
the employees are participating in the plan. Payroll 
allotment plans for the payment of life insurance pre¬ 
miums, dues for hospital service, and payments to a 
credit union operated for and by the employees have 
also been continued throughout the year. 

Personnel 

In addition to employees who were called into mili¬ 
tary service under the Selective Service Act during 
1942. nineteen employees volunteered for service in 
the Signal Corps for specific jobs requiring experience 
in telephone work. We now have 138 employees, both 
male and female, in the various branches of the service. 
All regular employees who enter the military services 
are given leave of absence for the duration of the war. 
Those who have more than one year of service are 
paid the difference between their Company wages and 
their government pay for the first three months of mili¬ 
tary service, plus an additional three months if the 
employee has eligible dependents. Employees having 
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less than one year of service are paid the difference 
for the first two weeks of military service. 

Telephone service is necessary to war production 
and essential to the support of the war effort. The 
main objective of our Company is to be of the utmost 
service in helping to win the war. Whatever our assign¬ 
ment in the organization each of us can be proud of 
the accomplishments of the past year. An excellent job 
has been done under difficult conditions and all em¬ 
ployees have shown fine cooperation. The Officers and 
Directors wholeheartedly record their appreciation of 
the splendid work done by the employees during the 
year 1942. 

For the Board of Directors, 


A. J. Allen, 

President. 
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FINANCIAL STATEMENTS 

The Consolidated Balance Sheet and Income State¬ 
ment which follow on pages 8 to 11, inclusive, consoli¬ 
date the accounts of The Cincinnati and Suburban Bell 
Telephone Company and Citizens Telephone Company. 
The latter company operates the Kentucky properties 
of The Cincinnati and Suburban Bell Telephone Com¬ 
pany under a lease which provides that all net earn¬ 
ings of the lessee shall accrue to the lessor as rent. 

The accounts of these companies have been main¬ 
tained in accordance with Uniform Systems of Ac¬ 
counts prescribed for Telephone Companies by Federal 
authorities since January 1, 1913 — originally by the 
Interstate Commerce Commission and since July, 
1934, by the Federal Communications Commission. 
The presently prescribed accounting requires, with 
certain exceptions, that the accounts for telephone 
plant show the original cost of property at the time 
of its first dedication to the public use, whether by 
the accounting company or by a predecessor owner. 
The total shown for “Telephone Plant” on page 8 
represents such original cost, which is substantially 
the cost of the plant to the Company. 

H. W. Heckle, 

General Auditor. 
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The Cincinnati and Suburban Bell Telephone Company 
and Citizens Telephone Company 

Comparative Consolidated Balance Sheet 

ASSETS 


Dec. 31,1942 Dec. 31,1941 

Plant and Other Investments: 

Telephone Plant (See page 7).$49,378,116.11 $48,222,917.20 

Comprised of land and buildings, rights of way, 
poles, wire, cable, underground conduit, switch¬ 
boards, telephones, office furniture, vehicles, 
tools, etc. At December 31, 1942, this property 
was classified in the accounts as follows: 

Telephone plant in service.$48,912,217.67 

Telephone plant under construc¬ 
tion _ 464,626.16 

Property held for future telephone 
use_ 1,273.28 


Miscellaneous Physical Property. 

Real estate not now held for telephone purposes. 

42,279.76 

46,301.94 

Investment in Subsidiary Company. 

Capital stock. 

Other Investments. 

Mortgage notes. 

32,936.70 

32,936.70 

4,000.00 

Total Plant and Other Investments. 

Current Assets: 

49,453,332.57 

48,306,155.84 

Cash . 

1,348,606.93 

1,330,047.57 

Special Deposits. 

Includes at December 31, 1942, $19,129.50 in¬ 
stallment payments on War Bond subscrip¬ 
tions of employees. 

21,185.25 

5,020.25 

Working Funds. 

13,349.66 

10,864.66 

Temporary Cash Investments. 

Funds temporarily invested in U. S. Govern¬ 
ment securities, principally U. S. Treasury Tax 
Notes. 

2,284,040.00 

2,402,400.00 

Accounts Receivable. 

Amounts due for service (less reserve for un¬ 
collectible accounts), toll settlements, interest, 
dividends, rents and miscellaneous items. 

1,158,079.85 

888,058.75 

Material and Supplies. 

Principally for construction and maintenance 
purposes. 

478,314.75 

740,908.23 

Total Current Assets. 

Deferred Charges: 

5,303,576.44 

5,377,299.46 

Prepayments . 

Rents, taxes, insurance, cost of directories, and 
other expenses prepaid and applicable to periods 
after close of year. 

45,594.68 

48,033.70 

Other Deferred Charges . 

Comprised at December 31, 1942 of excess 

118,691.13 

17,329.38 


profits tax credit of $98,200 for which U. S. 

Government Bonds will be received, and mis¬ 
cellaneous items the final disposition of which 
had not been determined at end of year. 

Total Deferred Charges." 164.285.81 657363708 

Total Assets . $54,921,194.82 $ 53,748,818.38 
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The Cincinnati and Suburban Bell Telephone Company 
and Citizens Telephone Company 

Comparative Consolidated Balance Sheet 

liabilities 

Dec. 31,1942 Dec. 31,1941 

Capital Stock: 

Common Stock .$30,221,600.00 $30,221,600.00 

Par value of common stock outstanding. 

(Authorized, 1.000,000 shares; outstanding, 

604,432 shares.) 


Premium on Capital Stock. 

Amount received in excess of par value. 

72,756.47 

72,756.47 

Total Capital Stock. 

30,294,356.47 

30,294,356.47 

Notes Sold to Trustee of Pension Fund. 

Demand notes held by Trustee as an investment 
of pension trust funds not presently required to 
meet pension payments—see page 12. Under 
present arrangements with the Trustee, the 
Company expects to retire approximately 
$110,000 of these notes during 1948. 

Current and Accrued Liabilities: 

1,014,846.20 

1,119,777.56 

Advance Billing and Customers' Deposits 
Accounts Payable and Other Current 

388,643.05 

312,494.56 

Liabilities . 

Amounts owing for payrolls, supplies, toll set¬ 
tlements, and miscellaneous items which are 
in process of payment. 

808,109.64 

1,204,689.27 

Taxes Accrued but not Due. 

Dividend declared, payable after close 

3,259,143.23 

2,353,026.02 

of year . 

513,767.20 

676,963.84 

Total Current and Accrued Liabilities 

4,969,663.12 

4,547,173.69 

Deferred Credits . 

Miscellaneous items, the final disposition of 
which had not been determined at end of year. 

Reserves: 

9,887.54 

7,748.90 

Depreciation Reserve . 

Provision to meet loss of investment in depre¬ 
ciable plant upon its ultimate retirement from 
service. 

14,843,052.86 

13,933,966.52 

Other Reserves . 

Amount set aside for pending employee acci¬ 
dent cases. 

10,000.00 

10,000.00 

Total Reserves . 

14,853,052.86 

13,943,966.52 

Contributions of Telephone Plant. 

16,749.08 

Unappropriated Surplus . 

3,762,639.55 

3,835,795.24 


Analysis of changes during 1942: 

Dividends declared.$2,887,506 40 

Miscellaneous deductions _ 662 60 

Total deductions. 2^388,168.90 

Net income from Income 

Statement .. 2,315,013.21 

Net decrease ...$ 73,166 63 

Total Liabilities .$54, 921,194182 $53,748,818188 


1 

i 


H. W. Heckle, 
General Auditor. 
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The Cincinnati and Suburban Bell Telephone Company 
and Citizens Telephone Company 
Comparative Consolidated Income Statement 

Year 1942 Year 1941 


Local Service Revenues .$10,759,374.49 

Toll Service Revenues . 1,387,909.99 

Miscellaneous Revenues . 523,940.39 

Revenues from directory advertising, rents and mis¬ 
cellaneous sources. 


$10,203,866.47 

1,218,044.80 

501,569.74 


Less—Uncollectible Operating 

Revenues . 

Provision for revenues which may be uncollectible. 
Total Operating Revenues. 


Cost of inspection, repairs, and rearrangements re¬ 
quired to keep the plant and equipment in good 
operating condition. 

Depreciation Expense. 

Provision to meet loss of investment when depre¬ 
ciable plant is retired from service, based on rates 
for the different classes of property which are de¬ 
signed to spread this loss of investment uniformly 
over its service life. Such provision represented 
approximately 3.8% of average investment in depre¬ 
ciable plant in service during 1942 and 1941. 

Traffic Expenses . 

Costs incurred in the handling of messages, princi¬ 
pally operators' wages. 

Commercial Expenses... 

Costs incurred in business relations with customers ; 
pay station commissions ; also the cost of directories, 
sales activities, advertising, etc. 

Operating Rents . 

Rents for use of buildings, poles, conduits and other 
facilities. 

General and Miscellaneous Expenses: 

Executive and Legal Departments. 

Accounting and Treasury Departments.... 

Provision for employees’ service 

pensions (a) . 

Employees’ sickness, accident, death and 

disability, and other benefits. 

Services received under license contract 

Other general expenses. 

Less: Expenses charged construction. 

Total General and Miscellaneous 

Expenses . 

Total Operating Expenses. 

Net Operating Revenues.. 

Operating Taxes: 

Federal Income . 

Federal Excess Profits.$1,127,000.00 

Less: Excess profits tax 

credit (b) . 112,700.00 

Other—principally state, local and social 

security . 

Total Operating Taxes.. 

Net Operating Income (Carried Forward).$ 2,430,837.91 $ 2,750,917.19 
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12,671,224.87 

11,923,481.01 

2,401.75 

5,101.35 

12,668,823.12 

1,997,403.32 

[ 

11,918,379.66 

1,968,547.98 

1,690,154.10 

1,628,669.28 

1,364,840.17 

1,268,580.03 

609,248.92 

588,892.35 

37,740.27 

32,509.50 

101,022.40 

368,547.46 

104,115.49 

353,008.59 

143,420.00 

135,782.00 

111,581.45 

178,999.16 

278,369.91 

68,953.07 

91,068.16 

167,855.45 

194,720.53 

80,220.15 

1,112,987.31 

6,812,374.09 

5,856,449.03 

966,330.07 

6,453,529.21 

5,464,850.45 

1,350,000.00 

1,147,990.42 

1,014,300.00 

520,052.27 

1,061,311.12 

3,425,611.12 

1,045,890.57 

2,713,933,26 




















































The Cincinnati and Suburban Bell Telephone Company 
and Citizens Telephone Company 

Comparative Consolidated Income Statement (Continued) 


Net Operating Income (Brought Forward). 
Other Income.. 

Dividends, interest and miscellaneous income. 

Miscellaneous Deductions from 

Income (a) . 

Income Available for Fixed Charges.. 

Interest Deductions. 

Net Income Transferred to Surplus.. 


Year 1942 
$ 2,430,837.91 
46,041.93 


. 118,946.55 

2,357,933.29 
42,920.08 
.$ 2,315,013.21 


Year 1941 
$ 2,750,917.19 
20,264.27 

117,835.03 
2,653,346.43 
47,315J87 
$ 2,606,030.56 


(a) The total provision for employees’ service pensions amounted to $243,736 for 1942 and 
$236,088 for 1941, of which amounts $100,316 for 1942 and $100,306 for 1941 were 
charged to Miscellaneous Deductions from Income. The Companies consider that these 
latter amounts should properly have been included in operating expenses but this 
accounting is not permitted by the Federal Communications Commission. The 
amounts have been included under protest in Miscellaneous Deductions from Income. 


(b) Of the total excess profits tax credit ($112,700) there has been used through the 
retirement of debt $14,500 to reduce the excess profits tax to be paid currently to 
$1,112,600. For the unused portion of the credit ($98,200), noninterest-bearing U. S. 
Government Bonds will be received. These bonds are nonnegotiable until the date of 
the cessation of hostilities in the present war. 

H. W. Heckle, 
General Auditor. 


CERTIFICATE OF AUDIT 

The Cincinnati and Suburban Bell Telephone Company, 

Cincinnati, Ohio. 

We have examined the consolidated balance sheet of The Cincinnati 
and Suburban Bell Telephone Company and Citizens Telephone Company 
as at December 31, 1942, and the related consolidated income statement 
for the year 1942, have reviewed the system of internal control and the 
accounting procedures of the companies and, without making a detailed 
audit of the transactions, have examined or tested accounting records 
of the companies and other supporting evidence, by methods and to the 
extent we deemed appropriate. Our examination was made in accordance 
with generally accepted auditing standards applicable in the circum¬ 
stances and included all procedures which we considered necessary. 

Reference is made to note (a) to the accompanying consolidated income 
statement regarding the inclusion as a miscellaneous deduction from 
income of a portion of the provision made during the year for employees* 
service pensions. We concur in the opinion of the companies, expressed 
in such note, that properly such item constitutes an operating expense. 

With the explanation appearing in the immediately preceding para¬ 
graph, in our opinion, the financial statements, (pages 7 to 11) present 
fairly the consolidated position of The Cincinnati and Suburban Bell 
Telephone Company and Citizens Telephone Company at December 31, 
1942, and the consolidated results of their operations for the year 1942, 
in conformity with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year. 

Lybrand, Ross Bros. & Montgomery. 

Cincinnati, Ohio. 

February 1, 1943. 
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Trustee’s Report of Pension Trust Fund 

established by 

The Cincinnati and Suburban Bell Telephone Company 
and Citizens Telephone Company, A Subsidiary 


Balance in Fund—December 31, 1941. . .$ 2,058,447.57 

Additions to Fund During 1942— 

Payments into Fund by Company.$ 243,735.00 

Interest Revenue, including gain or loss on 
investments disposed of. 66,800.97 

Total Additions.$ 310,535.97 

Disbursements for pensions during 1942 106,163.74 

Net Increase in Fund. 204,372.23 

Balance in Fund—December 31, 1942..$ 2,262,819.80 


Comprised of— 

4% Demand Notes of The Cincinnati and Suburban 


Bell Telephone Company.$ 1,014,846.20 

Bonds of Bell Telephone Companies. 232,037.40 

U. S. Government Obligations. 476,129.95 

Public Utility, Railroad and Industrial Bonds.. 399,305.70 

Cash and accrued interest not due. 140,500.55 

Total .$ 2,262,819.80 


Note: Securities are shown on amortized basis. 

BANKERS TRUST COMPANY, Trustee 

By W. B. DUNCKEL 

Trust Officer 


New York, N. Y.—January 28, 1943. 
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